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Review of Recent Industrial Changes 


sige country experienced peak peacetime levels 
of employment and production during the 
om year despite interruptions of business activity 

y strikes, shortages of materials, transportation 
equipment, and skilled labor in some industrial 
areas. Civilian employment in the United States 
during 1946 approached 58 million, the highest 
civilian employment in the nation’s history, 10 
million above 1940 and several million higher than 
the wartime peak. Total income payments 
advanced to an annual rate of $173 billion in the 
fourth quarter of 1946, bringing the year’s total 
above $164 billion. 

The high level of consumer incomes, coupled 
with the wartime accumulation of deferred needs 
and of liquid assets, resulted in a level of demand 
which generally exceeded available supplies of 
goods. Estimated consumer expenditures for 
1946 were $127 billion, an increase of $21 billion 
over 1945. 


Prices and Production 


An outstanding feature of the year was the rise 
in prices, especially after the termination of Federal 
i controls in June 1946. Between June and 

ecember 1946 wholesale prices jumped 25 per 
cent and retail prices 15 per cent, following an 
increase in the average of wholesale prices from 
VJ-day to mid-1946 a seven per cent and in retail 
prices of three per cent. 

Although price controls were continued through 
much of 1946, direct wage controls, with the excep- 
tion of those in the building trades, were dropped 
after VJ-day. Indirect wage controls were main- 
tained until general price decontrol. Between VJ- 
day and June 1946 average hourly earnings for 
workers in manufacturing increased 5.8 per cent, 
and from June 1946 to December 1946 average 
hourly earnings in manufacturing advanced an- 
other 5.5 per cent. Part of the wage rate increases 
were offset by the shift of workers from higher- 
paid wartime to lower-paid peacetime jobs, re- 
ductions in overtime and declines in piece-work 
earnings. 

Toward the close of 1946 it became increasingly 
evident that distortions in the price structure 
following decontrol needed correction. Readjust- 
ments in prices, inventories, and in consumer 
spending became more perceptible during Novem- 
ber and December when prices of many commod- 
ities receded from their peaks. 

Industrial production (seasonally adjusted) in 
the last quarter of 1946 mounted to new peacetime 


levels. For the nation it was about 66 per cent 
above the 1939 level and only 27 per cent below 
the wartime high reached in October 1943. Indus- 
trial production in New England, according to the 
measures available, also reached a new high level in 
1946 which was closer to this area’s wartime peak 
than was industrial production in the nation. 

Manufacturing employment in New England 
during 1946 increased by 181,000, or 13 per cent, 
to reach an all-time peacetime peak of 1,576,800 
workers in mid-December 1946. The December 
peak was within 12 per cent of the wartime high of 
1,787,800 workers attained in June 1943, 36 per 
cent above the prewar total of 1,164,000 factory 
employees in September 1939 and slightly above 
the previous peacetime peak reached in 1919. 

All major industries in New England expanded 
employment during the 12 months since December 
1945 except transportation equipment Cincluding 
shipbuilding), which lost 6,700 workers. Largest 
employment gains during the year were in the 
machinery (except electrical) group, which added 
39,000 workers; in textiles, which increased by 
32,000; and in the iron and steel groups, which 
expanded by 25,000 workers. Employment in the 
electrical machinery industry increased by 15,000 
and in the nonferrous metals industry the number 
of workers increased 13,000 since December 1945. 

Construction employment in New England in 
December 1946 was over 38 per cent higher than a 
year earlier. However, seasonal employment 
declines in construction occurred in every New 
England state except Rhode Island during the 
period from November to December 1946. The 
average monthly employment of 101,800 workers 
for the year 1946 represented a 50 per cent increase 
over the monthly average of 68,400 for 1945. 


Changing Employment Structure 


The changing pattern of employment in New 
England is revealed by the expansion in durable 
goods employment relative to that in nondurable 
goods. Whereas total manufacturing a 
in New England increased 36 per cent from Sep- 
tember 1939 to December 1946, the number of 
workers in durable goods manufacture rose 78 per 
cent and those in nondurable goods manufacture 
only 12 per cent. Durable goods manufacturing 
accounted for 35 per cent of New England manu- 
facturing employment in September 1939, com- 
pared with 46 per cent in December 1946. 

Among the nondurable goods industries in New 
England employment generally moved upward 








over the past year, with the exception of the carpet 
and rug industry where employment dropped about 
30 per cent. Employment in textile mills increased 
from 276,000 to 308,000 from December 1945 to 
December 1946, an advance of 12 per cent. 

It is too early to determine how these shifts in 
the pattern of New England employment will 
influence the economic stability of the region. If 
the trend toward a greater expansion of durable 
goods production continues, it would suggest that 
the region may become more vulnerable to fluctua- 
tions in the business cycle. New England's pre- 
dominance in the textile, shoe, and other nondur- 
able goods industries provided a broad range of 
goods with a stable demand, which has probably 
operated as a stabilizing factor to the region's 
business. If southern mills continue to expand 
their production of worsted fabrics and other 
textile products within the next few years, as some 
businessmen believe, the expansion of manufacture 
of durable goods in New England may be en- 
couraged. It was estimated that of the $250 million 
to be spent by the textile industry for plant and 
production improvements within the next two 
years, $196 million will be spent in the South. 

In world competition New England mill opera- 
tors and operators in other regions of the country 
are confronted with the problem of competing 
with foreign mills which have access to lower 
priced cotton and wool. Lower domestic prices for 
cotton and wool (or compensating reductions in 
other costs) will be required if New England mills 
are to compete against the world market for cotton 
and woolen textiles. 


Wages and Prices 


The Textile Workers’ Union of America, C.I.O., 
and the textile industry, which accounts fora 
larger number of employees than any other indus- 
try in New England, negotiated several wage 
increases since VJ-day without strikes. Wage 
boosts of eight cents an hour were granted to 
the cotton and rayon workers of New England 
in November 1945. In August 1946 they were 
given another eight cents an hour raise and in 
January 1947 they received an increase of 10 cents 
an hour, which brought the minimum hourly 
earnings to 83 cents and average hourly earnings 
to $1.02 on a 40-hour week basis in the cotton and 
rayon industry. The woolen and worsted workers 
received a boost of 15 cents an hour in February 
1946 and another 15 cents an hour in February 1947 
which lifted the minimum from 75 to 90 cents an 
hour and average hourly earnings to $1.16. 

Over 12,000 shoe workers in several New 

England areas were awarded a 10 cents hourly wage 
increase in December 1946, retroactive to Septem- 
ber 2, and about 3,000 have received a similar wage 
boost since December. 
» Average weekly earnings in Massachusetts 
manufacturing industries in December 1946 were 
$45.79, 10 per cent above the level of December 
1945 and the highest on record. 

The upsurge of prices occurring in the latter half 
of 1946, following the suspension of Federal price 
controls, greatly contracted consumer purchasing 





power. Retail prices for consumers’ = ad- 
vanced nearly six per cent between mid-June and 
mid-July 1946, according to the U. S. Bureau of 
Labor Statistics. Food prices rose 14 per cent 
during the same month, the largest monthly change 





ever recorded. In mid-November 1946 the con- 
sumers’ price index for the United States reached 
the highest level on record, 1.5 per cent higher 
than in June 1920, the peak after World War I. 
Between November and December 1946 the com- 
bined consumer price index rose 7/10 of one per cent 
to a level 55 per cent higher than in August 1939. 

Consumer price increases in Massachusetts were 
outpaced by the national average during the last 
six months of 1946. The Massachusetts combined 
consumers’ price index rose 5.6 per cent, compared 
with 8.7 per cent for the nation. The upward 
trend in average retail prices in Massachusetts 
was checked in recent months due mainly toslightly 
declining food prices, which offset further price 
advances for clothing and fuel. In January 1947 
the combined retail price index was about 2/10 
of one per cent lower than in December 1946 but 
15 per cent above a year earlier. 

Signs of price weakness for many commodities 
became evident toward the close of 1946, especially 
for foods and farm products and certain other non- 
durable goods such as furs, women’s apparel, and 
jewelry. Readjustment of the price structure for 
many other commodities is expected. For example, 
from June 1946 to December 1946 prices of cotton 
goods in primary markets advanced 30 per cent, 
while futures prices of raw cotton declined. 

The combined pressure on both prices and wages 
throughout a large part of 1946 created the central 
apne for private industry and Government of 

ringing about the mutual adjustment of prices 
and incomes which will provide purchasing power 
adequate for maximum production in the ora. 


Capital Expansion 


Reconversion to peacetime production was 
facilitated in New England by the relative flexi- 
bility of management and factories in New England, 
anchored to a multitude of small versatile indus- 
trial units. As comparatively few new Govern- 
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ment-owned plants were placed in New England 
during the war, a fact accounting in part for the 
below average wartime employment gains, recon- 
version difficulties were light relative to other 
areas which were forced to curtail employment at 
the end of the war. Most of the rise in wartime 
employment in the region was accounted for by 
expanded production in existing industrial plants. 
Wartime facility expansion occurred mainly in 
shipyards and aircraft factories to accommodate 
the phenomenal output of New England industry 
during the war years. With large backlogs of 
orders for consumer and industrial goods at the 
end of the war, partly created by shifts to higher 
levels of demand, the need for additional capital 
equipment and for plant modernization made a 
substantial capital expansion in order in New 
England as well as in other parts of the nation. 

Over 500 new manufacturing enterprises were 
established in New England in the initial six 
months of 1946, according to The New England 
Council. Many of these represented wholly new 
enterprises, but there were 25 branch plants of New 
England concerns and 30 branches of manufacturers 
whose main plants were located outside New 
England. This latter group included branches of 
General Motors Corporation, National Carbon 
Company, duPont Company, and the General 
Electric Company. Seventy-two new industries 
located in Maine in 1946, according to the Maine 
Development Commission. This organization also 
indicated that many of the state’s old established 
firms, particularly those manufacturing pulp, 
paper, textiles, and foodstuffs, had embarked upon 
‘*extensive expansion programs’. 

The American Research and Development Cor- 
poration, a new enterprise devoted to providing 
equity capital for new business and new develop- 
ments, recently made its first three investments in 
new small businesses, totaling $500,000. 

Expansion of plant and equipment in the United 
States is expected to develop at a record breaking 
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$15 billion annual rate during the first quarter of 
1947, according to estimates of the Department of 
Commerce and the Securities and Exchange Com- 
mission. Estimated outlays for new plant and 


equipment for the first quarter of 1947 are about 
65 per cent higher than the first quarter of 1946 and 
about 300 per cent above the corresponding period 
of 1945. 

New England industry was able to reconvert 
from war production to peacetime production 
with a minimum of unemployment and industrial 
dislocation. Despite major strikes (in automobiles, 
coal, transportation) in industries outside New 
England, this region had comparatively few dis- 
putes which were not settled by negotiation and 
arbitration without strikes. However, a region 
so highly industrialized as New England was not 
immune from the effects of industry-wide strikes, 
and the maintenance of production and employ- 
ment was seriously threatened at times during the 
year. It has become increasingly apparent that 
with a nation so highly industrialized and inte- 
grated as the United States, no region is entirely 
immune from the effects of strikes. Union repre- 
sentatives and operators were able to negotiate 
several wage increases in the woolen, cotton, and 
rayon industries during and after the year without 
the interruption of output. This record of indus- 
trial relations, coupled with a reservoir of highly 
skilled workers and management, is a definite 
factor in encouraging capital expansion in New 
England. 


Some Observations 


There are favorable signs that price correctives 
are at work in the business structure. But it will 
probably be some time before the distorted pattern 
of consumer buying in 1946 and the large demands 
stemming from inventory needs are brought into 
proper alignment with production. The possibility 
of a sharp price recession has been lessened as some 
prices have fallen within the past few months, but 
with prices of some commodities out of line 
adjustments should be made in an orderly manner 
while employment and incomes are at high levels. 
Although only about five per cent of the total in- 
come in New England is derived from agriculture, 
a substantial part of the region's industry is de- 
pendent upon cotton, wool, hides, and other raw 
materials originating on farms, and distorted prices 
for such commodities may have an adverse effect 
upon New England business. 

Many of the major problems in the development 
of ge ere trade agreements will arise in the 
field of agriculture. The domestic agricultural 
support-price program of the United States threat- 
ens the Government’s announced aims regarding 
international trade. Lower tariffs on imported 
farm commodities might weaken the Govern- 
ment’s support-price program. 

Thus, there is aie for a lowering of costs and 
prices. The trend toward lower prices appearing 
toward the end of 1946 may continue as we exhaust 
the stimulus of deferred demand and as production 
increases. Expansion of consumer credit and the 
financing of exports by foreign loans will help in the 
process of maintaining production, but major 
readjustments still need to be made to increase 
productive efficiency and to lower prices so that 
more goods are within reach of more consumers. 
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We begin with this issue a series of charts which will show general trends of business, of banking and finance, of 
industry and of trade. These charts will be repeated at intervals to save the readers of the MONTHLY REVIEW the 


trouble of keeping them up to date. 


ENERAL business conditions in New England 

and the United States, as shown by the accom- 
panying charts and other statistical measures, were 
characterized by high levels of activity at the 
close of 1946. Declines from November levels in 
some cases were due to temporary reductions in 
coal supplies and to holiday influences. Appreci- 
able gains during the year were recorded in in- 
dustrial production, both of durable and nondur- 
able goods, and in manufacturing employment. 
Railroad freight carloadings and electric power 
production in December were above levels of a year 


INDUSTRIAL PRODUCTION 


earlier. The dollar volume of department store 
sales reached a new all-time high in 1946. 

Wholesale and consumers’ price indexes rose, 
especially after the release of price controls, al- 
though some prices were moving downward by the 
close of the year. 

Demand deposits and commercial bank holdings 
of U. S. securities declined, while loans to private 
enterprise and consumers increased. The business 
population rose rapidly owing to a y ent in the 
volume of new enterprises. Business failures rose 
slowly from recent abnormally low levels. 


MFG. EMPLOYMENT AND PAYROLLS 
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The Board's index of industrial production declined from 
182 in November to 179 in December. Durable goods output 
decreased somewhat, chiefly due to effect of coal strike upon 
iron and steel production. Nondurable goods output de- 
clined, due in part to decreased output in textiles and meat- 
packing. 


WHOLESALE PRICES — U. S. 
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New England manufacturing employment in December 
reached 1,576,800 workers, representing a gain of 0.9 per cent 
from the previous month and 13 per cent from December 
1945. During most months of 1946 percentage gains in manu- 


facturing employment were slightly greater in the nation 
than in New England. 


CONSUMER PRICES 




































































The general level of wholesale commodity prices was 
slightly higher in the latter part of January than in Decem- 
ber, reflecting increases in prices of industrial products, 
especially building materials, offset in part by decreases in 
prices of many foods and farm products. 


Although food prices declined somewhat, increased retail 
prices for many other goods raised the nation’s consumers’ 
price index 0.7 per cent between November and December. 
The retail price index in Massachusetts declined 0.1 per cent 
in December and 0.2 per cent further in January. 
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Freight carloadings originating on seven New England 
railroads were 6.5 per cent less in December than in Novem- 
ber but slightly more than in December 1945. Total 1946 
carloadings on these roads increased 7.3 per cent over 1945 
contrasted with a decrease of 1.3 percent for all U.S. railroads. 


BANK DEBITS 


Total electric energy production in New England has sur- 
passed comparable 1945 levels in each month since July. In- 
creases in November 1946 over November 1945 measured 9.0 


per cent for New England compared with 13 per cent for the 
entire country. 


BUSINESS FAILURES AND LIABILITIES 
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» New England bank debits in December were 14 per cent 
greater than in November but 7.0 per cent less than in De- 
cember 1945. Total debits for the year 1946 in New England 
increased 2.9 per cent over 1945, while total debits in the 
country increased 6.8 per cent over the same period. 


Business failures in New England and the nation continued 
an irregularly upward trend from the abnormally low levels 
of recent years. The number of New England failures in 1946 
exceeded those for 1944 and 1945, while the December num- 
ber was the greatest for any December since 1942. 


DEMAND DEPOSITS, LOANS, INVESTMENTS AND RESERVES 
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Demand deposits (adjusted), investments and excess re- 
serves declined 21, 24 and 27 per cent, respectively, from the 
December 1945 peak through January 1947. The declines 
reflect chiefly Treasury debt redemption. Total loans ex- 
panded moderately; commercial and consumer credit loans 
rose more sharply. 


From July 1945 demand deposits (adjusted), investments 
and excess reserves fell 25, 34 and 46 per cent, respectively, 
through January 1947. The declines reveal greater pres- 
sure of Treasury debt redemption on New England banks. 
A 24 per cent rise occurred in loans—principally commercial 
and ‘‘other’’. 
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URING the year 1946 New England financial 
centers were dominated by the debt retire- 
ment operations of the Treasury. Reserve positions 
of commercial banks were under moderate pres- 
sure at frequent intervals throughout the year. 
This pressure on bank reserves was relieved to a 
large extent by Reserve System purchase of Gov- 
ernment securities, principally bills and certificates. 
Substantially all sums realized by the Federal 
Reserve System from the redemption of securities 
held were reinvested; total System holdings of U. S. 
securities declined only $912 million for the year. 
The Federal Reserve Bank of Boston shared in 
easing member bank reserves through its participa- 
tion in the System Open Market Account. 
Government securities held by the New England 
commercial member banks were reduced substan- 
tially. Two principal factors caused the decline — 
redemption by the Treasury of member bank held 
securities and sale of short-term Governments to 
the Federal Reserve System in order to replenish 
reserves which had been drawn down by use of 
Treasury deposits at commercial banks to retire 
securities held by the Federal Reserve banks. Both 
Government security holdings and total bank in- 
vestments declined. An increase in New England 
member bank loans of $229 million failed to offset 
this decline, and combined loans and investments 
decreased with a commensurate contraction in total 
deposits. Holdings of U. S. securities by Boston 
banks declined $508 million, as compared with a 
decline of $485 million held by other New England 
member banks. Government deposits fell off 
sharply in this district, but all other deposits 
tended to increase somewhat. 


Commercial Loans 


An unusually rapid and large expansion of com- 
mercial, real estate, and ‘‘other’’ loans occurred 
at all New England member banks during the 
year. Commercial loans increased $171 million, 
real estate loans $66 million, and ‘‘other’’ loans 
$62 million. Increases in commercial, real estate, 
and ‘‘other’’ loans were partially offset by a de- 
crease in loans against securities. 

Throughout the year commercial loans made by 


ll 





king and Finance 


Boston banks increased 16 per cent to $471 million 
against an increase of 64 per cent for other First 
District banks to $276 million. The increase out- 
side Boston was general, involving all areas in 
New England. Failure of total loans at Boston 
member banks to keep pace with expansion in 
total loans of other New England member banks 
during the past year is explained by the greater 
decline in brokers’ loans and less rapid expansion 
of ‘‘other’’ loans at Boston member banks. For 
the First District as a whole, commercial loans 
increased 30 per cent, which compares with an 
estimated increase of 46 per cent for all member 
banks in the 12 districts combined. Real estate 
loans for both Boston and First District country 
banks increased approximately the same percent- 
age — about 33 per cent. 


Defense, War and Postwar Behavior 


If the past seven and a half years are divided into 
three periods — defense, June 1939-December 1941; 
war, December 1941-June 1945; and postwar recon- 
version, June 1945-December 1946 — further fea- 
tures of the behavior of commercial loans may be 
noted. In the defense period commercial loans 
increased 70 per cent for the country as a whole and 
60 per cent in the First District. A decline of 29 
per cent for the First District and 17 per cent for 
the country as a whole occurred in the war period. 
During the postwar period, commercial loans 
increased an estimated 83 per cent throughout the 
country and 56 per cent in the First District to a 
new high of $747 million. The percentage increase 
in this district in the postwar period almost equals 
the expansion during the defense boom. 

Comparing Boston banks with other New Eng- 
land banks during the postwar period develops 
significant increases of 41 per cent for Boston and 
93 per cent for other New England banks. Cer- 
tain other comparisons are shown in the accom- 
panying table. The expansion of commercial 
loans throughout the district not only reflects in 
part trade volume at a higher price level, but 
also reflects a vigorous resumption of more normal 
activities of industry and trade. The more rapid 
postwar expansion of commercial loans at New Eng- 


COMMERCIAL AND INDUSTRIAL LOANS OF MEMBER BANKS AT SELECTED DATES 
(Open Market Commercial Paper Included) 
(Amounts in Millions) 


All b: 

ese US.......;- $5,027 $8,542 +70 $8,542 
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banks first district... 424 678 +60 678 
Boston member banks 249 426 +71 426 
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banks outside Boston 175 253 +45 253 
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land banks outside Boston indicates recovery from 
the sharp drop in commercial lending activity in 
outside areas which came during the war period. 

Because of the tremendous holdings oF Covet 
ment paper, business loans are now a smaller pro- 
portion of outstanding bank credit than before the 
war, yet they are still the most important single 
type of loan in most bank portfolios. In June 1946 
commercial and industrial loans of First District 
member banks comprised only 12 per cent of total 
loans and investments, but amounted to 50 per cent 
of total loans. 


Consumer Credit 


Growth in total business and consumer credit, as 
reported by 27 selected member banks scattered 
throughout New England, was evident during the 
first half of the year and continued at a substantial 
rate during the last six months in keeping with the 
expansion in inventories and in sales to consumers. 
Most of the expansion of bank consumer loan 
portfolios, dollarwise, has been in personal instal- 
ment cash loans and in repair and modernization 
loans. The volume of these loans outstanding 
increased about 80 per cent during the year. The 
percentage of direct retail automobile instalment 
paper held by these banks increased particularly 
sharply, about 221 per cent, but the volume held 
still constitutes only a small proportion of total 
consumer paper. Holdings of direct retail instal- 
ment loans, other than automobile, increased by 
over 500 per cent. 

Expansion of instalment cash loans of other 
lenders has been more moderate than that of the 
commercial banks. In this group, small loan com- 
panies showed the largest dollar increase. Rise in 
credit extended by retail dealers during the year 
continued to be restricted by shortages of durable 
goods. Charge accounts in New England depart- 
ment stores, however, have shown a large per- 
centage increase since the end of December 1945, 
having climbed 50 per cent. Regulation W may be 
said to have exercised a restrictive influence in the 
expansion of consumer credit, but its restraint was 
offset somewhat by continued large amounts of 
liquid funds in the hands of consumers. The 
limited supply of “‘hard’’ goods also tended to 
reduce amounts of consumer credit which otherwise 
might have been put to use. 


Savings 


While sales of all series of savings bonds (E, F 
and G) exceeded redemptions by a small margin 
throughout the year, sales of Series E savings 
bonds declined more rapidly than redemptions 
increased. Redemptions of E bonds exceeded sales 
for the country as a whole by 32 per cent and by 27 
per cent for the First District. Several factors have 
contributed to an excess of redemptions over sales. 
Of these, discontinuance of promotional efforts on 
E bond sales and curtailment of payroll deduction 
plans should be emphasized. The increase in 
Series E bond redemptions, however, was less 
sharp than the relative increase in gross with- 
drawals of funds from 59 reporting New England 
mutual savings banks. These banks, continuing 





FACTORS AFFECTING RESERVES | 
First Federal Reserve District 


ESERVES of all member banks in the First 
District increased by $6 million to $715 
million over the past year. This was due mainly 
to a gain in interdistrict commercial and 
financial transactions and an increase in Reserve 
bank float. Partial offsets to these factors were 
net payments to the Treasury on account of debt 
retirement and continued increase in the demand 
for currency. 
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The statement of the factors affecting reserves is in effect a 
reclassification of the balance sheet items of the Federal 
Reserve Bank of Boston as factors of gain or loss to member 
bank reserve balances. 


Explanation of Factors 


Loans, discounts and advances represent credits extend- 
ed by this bank to banks and qualified individual borrowers. 
Float represents the difference between uncollected and de- 
ferred availability items. It is usually a positive amount 
since member bank reserves are credited before the items are 
collected. The actual time taken to collect items is generally 
greater than the scheduled time according to which member 
bank reserves are credited. 
Treasury bills repurchase agreement is credit extended 
to banks in this district by purchases of Treasury bills by the 
Reserve bank. Credit is contracted when banks repurchase 
bills or when bills held in the Reserve bank mature and are 
paid. 
Interdistrict commercial and financial transactions 
represent the net gain or loss in reserves through settlement 
with other Federal Reserve districts for the account of banks 
and their customers. Changes in the interdistrict settlement 
fund is the basis for computing this factor. 
Treasury operations represent the net increases or de- 
creases in reserve balances through Treasury receipts and 
disbursements in this district and net Treasury transfers to or 
from this district. A net movement of funds out of the district 
tends to decrease reserves and a net gain of funds tends to 
increase reserves. 
Currency demand reflects roughly the change in the 
amount of money in circulation in the district. An increase 
in money in circulation decreases member bank reserve bal- 
ances; a decrease in money in circulation increases reserve 
balances. 
Other factors represent the change in unexpended capital 
of the Federal Reserve bank and is computed by taking the 
change in total capital accounts plus miscellaneous liabilities. 
Involved are payments of Reserve bank dividends, operating 
expenses, refunds upon cancellation of capital stock, discount 
receipts from advances and discounts to member banks, and 
payments for increased capital stock. Miscellaneous assets 
are adjusted by adding interest paid on securities held in 
System open market account for this bank. 

(A more complete description of the analysis of factors affecting 
reserves may be obtained upon request to the Research and Statistics 
Department, Federal Reserve Bank of Boston.) 
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promotional efforts to attract new funds, showed a 
7.4 per cent net increase in deposits on their books. 


Bank Earnings 


Net profits after income taxes of all First District 
member banks aggregated $32,995,000 for the 
year 1946, as compared with $40,782,000 for 1945. 
Boston member banks’ net profits were down, 
declining sharply from $15,224,000 to $9,448,000, 
while those of country banks declined moderately 
from $25,558,000 to $23,547,000. Total earnings and 
net earnings, however, were higher in 1946 than in 
1945. Total earnings increased from $44,548,000 to 
$51,094,000 in Boston and from $72,458,000 to 
$81,162,000 in the New England areas outside 
Boston, while net earnings increased from $20,317,- 
000 to $22,372,000 in Boston and for First Dis- 
trict banks outside Boston from $24,120,000 to 
$27,530,000. High taxes, increased operating ex- 
penses, reduced profits on securities sold, large 
charge-offs and low recoveries in many banks were 
the chief factors responsible for decreased net 
profits. Capital funds of the district member banks 
increased moderately during the year. New Eng- 
land member banks outside Boston increased their 
capital funds somewhat more than member banks 
in Boston. 

The banking population of this district was 
reduced by four units during the year. There were 
five mergers, or consolidations, and one voluntary 
liquidation. Two new banks were formed — one 
under state and one under national charter. Federal 
Reserve District I membership comprised 337 units 
at the end of the year — a net loss of three units. 
Total assets of these 337 member banks embraced 
about 84 per cent of the total assets of the 500 
commercial banks operating in this district. 


The General Money Market 


Open market rates became somewhat firmer 
with the beginning of the second quarter and rose 
slightly throughout the balance of the year, a 
reaction to the mildly anti-inflationary effects of 
debt retirement. The Federal Reserve Bank of 
Boston, in keeping with action at the other Reserve 
banks, eliminated the preferential rate on borrow- 
ing on Government paper maturing within a year, 
making a rate of one per cent applicable to ad- 
vances secured by any Government obligations as 
well as discounts and advances secured by eligible 
paper. The Federal Reserve buying rate on accept- 
ances was also advanced; 1 to 90 and 91 to 120- 
day maturities were raised one-quarter and one- 
eighth per cent, respectively, to one per cent, while 
the rate on 121 to 180-day maturities remained at 
one per cent. 

Rates on Government securities were maintained 
at three-eighths per cent on bills, seven-eighths 
per cent on certificates, and two and a half per cent 
on long-term bonds. Yields on Treasury securities 
were maintained close to the wartime pattern by 
Reserve System support. Beginning in March and 
April yields increased slightly and continued at 
slightly higher levels throughout the balance of 
the year. The increases in yields reflected the 
tightened reserve situation—a result of the 


Treasury debt retirement operations and some 
speculative buying and selling of Government 
securities in anticipation of possible further firming 
of the money market. The slight increase in 
yields spread to other markets. Yields on all 
grades of corporate bonds, particularly the Baa 
bonds, and preferred and common stocks reacted in 
sympathy. Spreads between the yields on these 
different classes of securities, which had narrowed 
substantially during the war period, widened 
slightly. Rates on loans to commercial customers 
at bank counters firmed. Maturities of term loans 
tended to be made for longer periods than in the 
prewar period. 

Prices of urban and farm real estate increased 
substantially, partly in response to intense demand 
and partly, too, from capitalization of earnings at a 
low rate of return. Prices of these properties 
moderated a little in the last quarter, but high 
prices persisted at the year’s end. 


The Federal Reserve Bank of Boston 


The principal changes shown in the year-end 
statement of the Federal Reserve Bank of Boston 
were as follows: 

@A decline during the year of about $47 million 
in excess reserves of member banks caused 
principally by the use of War Loan account 
balances (a) to retire Government securities 
held by this bank and (b) to redeem securities 
held by nonbank investors whose deposits of 
the proceeds in their banks increased the 
volume of balances requiring reserves. (War 
Loan accounts were exempt from reserve 
requirements.) Required reserves were up $53 
million. Excess reserves at the year-end were 
only $16 million. 

@A decline of $64 million between December 31, 
1945, and December 31, 1946, in local Reserve 
bank credit caused largely by the decrease in 
holdings of Government securities of about 
$54 million. This factor contributed sub- 
stantially to further firming of reserve posi- 
tions. While the debt reduction program as 
carried out in 1946 has been anti-inflationary— 
utilizing surplus Treasury funds raised during 
the Victory Loan Drive — further debt re- 
tirement operations would be actively defla- 
tionary in that the funds used to redeem the 
bonds would come largely from an excess of 
Treasury receipts over expenditures. 

@A reduction of $59 million in Treasury de- 
~~ reflecting chiefly the pay-off of re- 

eemed securities. 

@ Resumption of the increase in Federal Reserve 
notes in circulation after a lull during the 
first quarter of the year. The increase of 0.9 
per cent, or $13 million, compared with 1.2 
per cent for all districts combined, between 
December 31, 1945, and December 31, 1946, was 
more than seasonal. Beginning with spring, 
the rise was steady but not as great as i 
the war years. The rise reflects in part the 
high price level, increased retail sales, a 
continued high level of income payments, 
and, possibly, some increase in hoarding. 
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